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SUBJECT: PETROLEUM: PRIME MINISTER SETS DEADLINE POR PETROLEUM 
COMPJQIESCUND PETRONAS TO REACH AGREEMENT OR PACE BUY-OUT. 
GVWZWVWLL#KUALA LUMPUR 4195 AND 4244 

1. BEGIN UNCLASSIPIED. SUMMARY. ON JULY 28, PRIME MINISTER 
MET WITH SENIOR OPPICIALS OF OIL COMPANIES ENGAGED IN 
UP-STREAM PETROLEUM ACTIVITIES IN MALAYSIA TO CONVEY SERIOUS 
CONCERN OF GOM OVER FAILURE OP OIL COMPANIES AND PETRONAS 
TO REACH AGREEMENT ON PRODUCTION SHARING CONTRACTS, TO 
URGE PARTIES TO REACH AGREEMENT BEPORE NOVERMBER 15, AND 
TO INPORM COMPANIES THAT CONTINUATION OP IMPASSE MAY LEAVE 
GOM NO ALTERNATIVE BUT TO TAKE OVER RIGHTS OP COMPANIES 
WITH PAYMENT OP ADEQUATE COMPENSATION, ALTHOUGH GOM PREPERS 
THAT AGREEMENTS BE REACHED ON MUTUALLY ACCEPTABLE TERMS. 
END SUMMARY. 
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2. IN RESPONSE TO INVITATION OE PRIME MINISTER (KUALA 
LUMPUR 4195 AND 4244) SENIOR OFEICIALS OF PETROLEUM COMPANIES 
ENGAGED IN EXPLORATION AND/OR PRODUCTION IN MALAYSIA (EXXON, 

SHELL INTERNATIONAL, CONTINENTAL, AQUITAINE PETROLEUM AND 
TEISEKI) MET WITH PM ON JULY 28. THIRTEEN OEEICIALS OE 
COMPANIES PRESENT. PM ACCOMPANIED BY MINISTER RAZALEIGH, 

MINISTER CHONG, ABDUL KADIR SHAMSUDDIN AND APPROXIMATELY 
THIRTY OTHER GOM OEFICIALS. 

3. MEETING OPENED WITH PM READING PREPARED STATEMENT (TEXT 
TRANSMITTED SEPTEL) IN WHICH HE REFERRED TO NEW OIL AND GAS 
EINDS WHICH OPEN NEW AVENUES EOR PRIVATE SECTOR PARTICIPATION, 
INEORMED COMPANIES OE SERIOUS CONCERN OE GOM OVER EAILURE OE 
COMPANIES TO REACH AGREEMENT WITH PETRONALS ON PRODUCTION SHARING 
CONTRACTS ON MUTUALLY ACCEPTABLE TERMS, NOTED THAT PETROLEUM 
DEVELOPMENT ACT ZQOUR ENACTED TO GIVE MALAYSIA EEEECTIVE CONTROL 
OE PETROLEUM AND NATURAL GAS RESOURCES, OBSERVED THAT PRESENT 
WIDE DIVERGENCE OF POSTIONS DOES NOT INDCATE EARLY AND 
SATISFACTORY CONCLUSION OF NEGOTIATIONS, REEERRED TO INTERIM 
AGREEMENTS WHICH PERMITTED OPERATIONS AND NEGOTIATIONS TO 
CONTINUE, RECOGINZED IMPORTANT ROLE OE PRIVATE 

SECTOR BUT BOTED NATIONAL ASPIRATION TO HAVE EFEECTIVE CONTROL 
OE PETEOLEUM INDUSTRY THROUGH STATE PARTICIPATION, STATED THAT 
EAILURE TO BREAK NEGOTIATIONS IMPASSE MAY LEAVE GOM NO ALTERNA- 
TIVE BUT TO TAKE OVER "RIGHTS OF COMPANIES WITH PAYMENT OE 
ADEQUATE COMPENSATION" AS SEVERAL NATIONS HAVE DONE AND WHICH 
IS SOVEREIGN RIGHT OE GOVERNMENT, AND CLOSED BY 
OBSERVING THAT GOM PREFERS AGREEMENT TO BE REACHED RATHER 
THAN TAKE OVER BUT THAT IN PRESENT CASE OE NONA-RENEWABLE 
RESOURCE NATIONAL INTEREST AND ASPIRATIONS MUST BE MET IN 
PRODUCTION SHARING AGREEMENTS. END UNCLASSIEIED. 

4. BEGIN CONEIDENTIAL. ACCORDING INDUSTRY SOURCE, PM THEN 
SPOKE INFORMALLY SAYING THAT GOM UNDER CONSIDERABLE 

PUBLIC PRESSURE FOR AGREEMENT TO BE REACHED AND THAT AGREEMENT 
SHOULD BE REACHED NO LATER THAN NOVERMBER 15, 1976. PM SAID 
"WE HAVE A REASON FOR THIS" BUT DID NOT ELABORAGTE. COMPANIES 
STATED THAT TERMS THUS FAR PRESENTED BY PETRONALS UNACCEPTABLE, 
NOT PROVIDING SUFFICIENT ECONOMIC RETURNS, AND THAT THEY 
READY AND WILT .LING PROCEED WITH NEGOTIATIONS. PM, WHILE 
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NOT CRITICAL OF PETRONAS, SUGGESTED THAT COMPANIES AND PETRONAS 
WOULD HAVE TO BE MORE FORTHCOMING FOR NEGOTIATIONS TO SUCCEED. 

PM ALSO SAID THAT IF IMPASSE AGAIN REACHED, HE WOULD BE 
AVALABLE. 

5. AFTER MEETING, STATEMENT ISSUED BY PM'S OFFICE LISTING 
PARTICIPANTS AND INCLUDING FOLLOWING SUBSTANTIVE PARA: 

QUOTE: THERE WAS A FRANK AND FRIENDLY EXCHANGE OF VIEWS 
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BETWEEN THEM AND THE PRIME MINISTER. DATUK QSSEIN ONN 
EXPRESSED THE HOPE THAT THE PRODUCING OIL COMPANIES WOULD 
RESTART THEIR NEGOTIATIONS WITH PETRONAAS WITH REGARD TO THE 
PRODUCTION SHARING ARRANGEMENTS AND OTHER MATTERS AND REACH 
AGREEMENT AS EARLY AS POSSIBLE BUT NOT LATER THAN THE I5TH 
OE NOVEMBER THIS YEAR. THE PRIME MINISTER IMPRESSED UPON 
THE REPRESENTATIVES OE THE OIL COMPANIES THAT THE GOVERNMENT 
HAD RESOLVED AND WAS EARNES TO BREAK THE IMPASSE IN REACHING 
AGREEMENT. THE PRIME MINISTER STRESSED THAT THE GOVERNMENT 
MIGHT HAVE NO ALTERNATIVE BUT TO TAKE OVER THE RIGHTS OF 
THE COMPANIES WITH PAYMENT OE ADEQUATE COMPENSATION. END QUOTE. 

6. EXXON MEETING WITH PM THIS AETERNOON EOR SUBSTANTIVE 
DISCUSSION OF ITS SITUATION. 

7. COMMENT: COMPANIES ARE GENERALLY PLEASED THAT PM IS 
TAKING DIRECT INTEREST IN NEGOTIATIONS BUT SURPRISED AND 
CONCERNED WITH MENTION OE GOM TAKEOVER OE RIGHTS OE VMMPANIES 
WITH ADEQUATE COMPENSATION. END CONEIDENTIAL 

UNDERHILL 

NOTE: # AS RECEIVED. 
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